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OIL AND GAS LEASE
No. 59481

WHEREAS, Pursuant to Chapter 271, Acts of the 42nd Legislature, 1931, as amended by House Bill No.
8, Aots of the 46th Legislature, 1939, Chapter 82 Acts of the 50th Legislature, 1847, and other applicable laws,
the following area, to-wit:

Iract 981-5, Gulf of Mexico, Kleberg County, containing 640 acres,

&8 shown on the official map of the Gulf of Mexico now on file in the
General Land Office,
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was, after belng duly advertised, offered for leass on the 3 day of May 1966, at
10:00 o'clock AM., by the Commissioner of the Gensral Land Office of the State of Texas and the School Land Board of the State
of Texas, for the sole and only purpose of prospecting and drilling for, and producing oil and/or gas that may be found and pro-
duced from the above described area,

WHEREAS, After all bids and remittances which were rsccived up to said time have been duly considered by the Commis-
sioner of the General Land Office and the School Land Board at a regular meeting thereof in the General Land Office, on the

3 day of May 19686 _, and it was found and determined that
PAN AMERICAR PRETROLEUM CORPORATION

whose addrass is P, 0. Box 3092, Houston, Texase 77001,
hed offered the highest and best bid for a lease of the arca above described and is, therefore, entitled to receive a lease thereon.

NOW, THEREFORE, I, JERRY SADLER, Commissioner of the General Land Office of the State of Texas, by virtue of the
authority vested Io me and in consideration of the payment by the hereinafter desiguated Lessee, the sum of

Saventeen T dollsrs

(% ), receipt of which is hereby acknowledged and of the royalties, covenants, stipulations and conditions contained
17,644,.80

and hereby agreed to be paid, observed and performed by Lessee, do hereby demise, grant, lease and let unto

Pan American Petroleum Corporasgion

the exclusive right to prospect for, produce and take oil and/or gas from the aforesaid area for a period of FIVE (3) YEARS and
as long thereafter as oil and/or gas is produced therefrom in commercial Quantities, upon the following terms and cernditions, to-
wit: .

1. Subject ta the other provisions hercof, this lease shall be for a primary term of FIVE (5) YEARS and as long thereafter
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3. When production of oil and/or ges is secured, the Lessee agrees to pay or cause to be pald to the Commissioner of the
General Land Qffice at Austin, Texas, for the use and benefit of the State of Texas, during the texm hereof:

(A) As a royalty on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well
and also all condensate, distillate, and other liquid hydrocarbons recovered from oil or gas run through a separator or other equip-

ment, as hereinafter provided, one-sixth (1/6)

of the value of the gross production, Said value shall ba based on the highest posted price, plus premuim, if any, oB‘ered or paid
for oil, condensate, distillate, or other liquid hydrorarbons, respectively, of a like type and gravity in the geneml ares, or the
prevailing merket price thereof in the general arca, or the proceeds of the sale thereof, whichever it the greatest. Lessce agrees
that before any gas produced from the land hereby leased s sold, used or processed in a plant, it Wwill be run through sn adequate
ail and gas separator on the lease of conventional type or other equipment at least as eficient to the end that all liquid hydro-
carbons recoverable from the gas by such means will ba recovered. Upon written consent of Lessor, the requirement that such gas
be run through such a separator or other equipment may be waived upon such terms and condftions as prescribed by Lessor,

(B) As royalty on any gas, which is defined as all bydrocarbons and gaseous substances not defined as oil in subparagraph (A)
above, produced from any well and zold by Lesses, or uted by Lessee for purposes which are not exempiod from royalty pay-
ments {except as provided herein with respect to ges processed in a plant on a percentage basis for the extraction of gasoline,

liguid hydocarbons or other products) one-sixth (1/6)

of the value of the gross production, but in no event shall the royalty be based on a price of less than the highest market price psaid
or offered for gas in tho general area, or the price paid or offered to the producer, whichever is the greater; provided that the
maximum base pressure in measuring the gas under this leass contract shall not at any time exceed 14.65 pounds per square
inch absolute, and the standard base temperature shall be sixty (680) degrees Fahrenheit, correction to be made for pressure ac-
cording to Boyle's Law, and for specific gravity according to test made by the Balance Method.

(C) As royalty on any gas processed for the recavery of gasoline or other liquid hydracarbons,

one-sixth (1/ 6) of the value of the gag processed, Lassea agreas that the value
of such processed gas shall be the value of the liguid hydrocarbons recovered thersfrom, plus one hundred per cent {100%) of the
value of this lease’s proportionate share (being that portion raturnable to this lsase) of the residue sold from the plant. The State's

toyalty shall be pald on the besis of the average selling price of residue gas and the respective grades of liquid hydrocarbons,

F.O.B. at the plant in which said gas iz used for the same month In which the ges was delivered, provided that the price shall
not be less than the average of prices guoted in one or more of the leading periodicals of the industry for similar grades of liguid
hydrocarhons and residue gas in the territory, or the price accruing to the Lesses, whichever is the greater. The value of all liquid
hydrocarbons shall be determined as follows:

(1) On the basis of 50% of the value of the liquid hydrocarbon content of the gas as determined at the wellhead
by the split-stream method of testing or the most approved mathod of testing being used by the industry at the time of
testing, or

(2) That per cent of the value of liquid hydrocarban content of the gas which accrues to the Lessee, or
(3) 50% of the value of liquid hydrocarbons actually recovered, or

{(4) That per cont of the valus of the liquid hydrocarbons actually recovered which accrues to the Lessee; whichever
{s the greatest.

(D) As n royalty on carbon black, sulphur or any other products produced or manufactured from gas {excepting liquid hydre-
carbons) whether said gas be “casinghead,” “dry” or any other gas, by fractionating, burning or any other processing, the value of

(1115) of ths production used or disposed of by sale or other-
wise by m«:e, the valus to be determined as follows:

{1) On the basis of the average sale price of the product, F.0.B. at the plant for the same month in which the pro-
duction is secured, or

(2) On the basis of the average price received by the seller for any of the by-products at the point of delivery, or

{3) On the basis of the average of prices quoted in one or more of the leading pariodicals of the industry for similar
grades of sald products in the territory; whichever is the greatest.

(E) No royalty shall ha payable on gas used by Lessee for operations on the lsased premises, No royalty shall be payable
on amy gas as may represent Lessee’s proportionate share of any fusl used in compressing such gas or as fuel in any processing
plant or other facility. Subject to the consent {n writing of the Commissioner of the General Land Office, Lessse may inject gas
into any oil or ges producing formation underlying the leased premises after the liguid hydrocarbons contained in the gas have
besn removad, and no royalties shall be payable on the gas so injected uotd such time as the same may thereafter be produced
and sold or used by Lessee in such mannsr as to entitle Lessor to a royalty thereon under the royalty provisions of this lease.

(F) Lossee agrees to use reasonable diligence to prevent the underground or above ground waste of oil or gas, and to avoid
the physical waste of gas produced from the leased premises, Lessee shall aither market said gas or use same beneficially in opera-
tions on the leased premises. Commencing ninety {80) days from the date of initial production hereunder, if waste of gas occurs

by blowing, Haring, reloase, venting, escape or otherwise, Lessee shall pay Lessor a royalty of
one-sizth (1/6) of the market value thereof, or in the event that there may not

be & market for such gas, the royalty shall ba based on the market value of gas of comparsble quality in the elosest vicinity where
there Is a market for such gas, but in no event shall such value be less than ten cents (10c) per M.C.F.
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8. Notwithstanding any provision of this lease to the contrary, after a well producing or capable of produciug, oil or gas
has been completed on the leasod premises, Laesses shall exercise ths diligence of @ reasonably prudent operator in drilling such
additional well or wells as may be reasonably necessary for the proper development of the leased premises and in marketing the
production therefrom.

7. Xf oil and/or gas should be produced in commercial quantities in a well on land privately owned or on State land leased
at a lesser royalty, which well is within one thousand (1,000} fect of the area Included hereln, the Lessee shall, within sixty (60)
days after such initial production on such land, begin in good faith and prosecute diligently the drilling of an offset well on this
area, and such offset well shall be drilled to such depth as may be necessary to prevent the undue drainage of this area, and
the Lesses, manager or driller shall use all means necessary in a good faith effort to make such offset well produce oil and/or gas

in commerclal quantities.

8. Should the first well or subsequent successive walls drilled on the above described land bs & dry hole or dry hales, this
lease shall tarminate s to both parties, unless, on or before the rental paying date next ensuing after sixty (80) days from the date of
completion of such dry hole the Lessee commences the drilling of another well or resumes payment of annual delay renta] in
the same manner as provided in Paragraph Number ¢ in this lease; provided further that should the first well or any subsequent
well drilled on the above described land bs completed as & shut-in gas well within the primary term hereof the Lessec shall re-
sume payment of annusl rental in the same manner as provided in Paragraph Number 2 in this lease on or before the rentzl pay-
ing date next ensuing from the date of completion of such ghut-ip gas well and the failure to meke such annual rental payment
shall subject the lease to forfeiture under the provisious of Paragraph Number 14 hereof. If at the expiration of the primary
term or at any time thereafter a shut-in gas well is located on the leased premises payments shall be made In accordance with the

provisions of Paregraph Number 17 hereof, )
9. Whenever the Lessee commences the drilling of any well or weslls upon the above described premises, written notice

thereof shall be filed in the General Land Office within five (5) days after spudding in such well, accompanied by a plat of said
premises showing the location of such well or wells.

(A) Upon the request of the Commissioner of the General Land Office or his authorized representative, Lessee shall fils in
the General Land Office carbon copies of all forms and other fnformation Bled with the Texas Rallroad Commission which per~
tain to operations on this leaso within five (5) days after sald fling with the Comunissfon,

(B) Lessee shall have an electrical and/or radicactivity survey made of the bore-hole section, from the base of the surface
casing to the total depth of well, of all wells drilled on the above described premises and shall transmit a true copy of the log
of sach survey on each well to the Ceneral Land Office within fftcen (15) days after the making of said survey.

(C) The Lessee herein agrees, insofar as possible, to supply the General Land Offico with any records, memoranda, accounts,
reports, cuttings and cores, or other information relative to the operation of the above described premises, that may be requested
by the Ceneral Land Office, in addition to those herein expressly provided for,

10, Lesses shall have the right to use such water that may be on the premises, necessary for drilling and operating wells,
and shall have the right to use s0 much of the swrface of the land that may be necessary for drilling and operating wells and trans-
porting and marketing the production therefrom, such use to be conducted under conditions of least injury to the surface of the
land,

11. In developing this ares, the Lesses shall usa the highest degree of care and all proper safeguards to prevent the pollution
of water, Lastee chall build and maintain fences around its slush, sump, and drainage pits and tank batteries so as to protect
Yivestock agalnst loss, damage or injury; and upon completion or abandonment of any well or wells, Lessee shall £ill and level off
all slush pits and cellars and completely clean up the drilling site of all rubbish thereon, Lesses also shall erect, at s distance not
to saceed 25 feet from ecach well on the premisss covered by this lease, a legible sign on which shall be stated the name of operator,
the lsase designation and the well number, Where two or more wells on the same lease or where wells on two or more leases
are connected to the same tank battery, whether by individual flow line connections direct to the tank or tanks or by use of a
multiple header system, each line between each well and such tank or header shall be Jegibly identified at all times, aither by a
firmly attached tag or plate or an identfication properly painted on such line at g distance not to excesd threo (3) feet from such
tank or header connection. Said signs, tags, plates or other identification markers shall be maintained in a legible condition through-
out the term of this lease.

12, The lease may be transferred at any time. All transfers must be recorded in ths county where the area is located, and
the recorded transfer or n capy certified to by the County Clerk of the county where the transfer is recorded must be filed in
the General Land Office within ninety (90) days of the execution date, accompanied by a flling fee of Three Dollars {$3.00).

13. The Lessee may relinquish the rights granted hereunder to the State at any time by recording the relinquishment In the
county where this area Is situated and filing the recorded relinquishment or certiied copy of same in the General Land Office
within ninety (90) days after its execution accowpanied by a filing fes of Three Dollars (83.00). Such relinguishment will not
have the effect of releasing the Lessee from any liability theretafore acorued in favor of the State.

14, If the Lessee should fail or refuse to make payment of any sum due for royalty on the production, within thirty (30) days
after it shall become due, or If the Lessee or his authorized agent should knowingly make any false return or fulse report concern-
ing production, royalty, or drilling or if the Lessee should fail or refuse to drill any offset well or wells In good falth as required
by luw and the rules and regulations adepted by the Commissioner of the General Land Office, or if the Lessce or his agent should
refuse the propor authority. access to the records pertaining to oyperations under this Jease, or if the Lessee or his authorized agent
should: knowingly fall or sefuse to furnish the log of any well as provided herein, or if Lessee shall knowingly violate any of the
matorial provisions of this lease, thiy Tease shall be subject ta fotfziture by the Commissioner of the Ganeral Land Office, and when
{o:{aiwd tha area shall sgain be subject to Jsuso to the highest bidder, under the same regulations controlling the original sale of

caset, 7

15, Forfaftures may be set aside and this lease and all rights thereunder reinstited befora the rights of another intervere upsn
satlslactory evidence fo the Commbsioner of the Genatal Land Offlew of future compliunce with the provisions of the luw and of thia
Jease and the rules and regulations that may be adoptod relative thereto. .
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has expired within sixty (60) days =fter the Lessee shuts in such well or ceases to produce gos thersfrom or within sixty (80) days
after this lease ceases to be othorwisc maintained in force and effect; and if such payment i3 made, this lease shall be comsidered
to be & producing lesso and such shut-in gas well royalty payment shall extend tho torm of this lease for a period of one (1) year
from the end of the primwry term or, if after the primary term, from tha first day of the month pext succeeding the month in
which such well was shut in or production ceased or thls leass ceased to he otherwise maintained in force and effect; and there-
after, if no suitable market for such gas exists, the Lesses may extend this lease for four (4) additional and successive periods of
ons (1) year each by the payment of a like sum of mpney each year as above provided, on or befare the expiration of the ex-
tended term. Provided, however, that if, while this lease is being maintained in force and cffect by pryment of such shut-in gas
well royalty, gas should be sold and delivered in paying quantities from a well situated within 1,000 feet of the leased premises
and completed in the same producing reservoir, or in any case where drainage i{s occurring, the right to further extand this leass
by such shut-in gas well royalty payments shall cease and this lsase shall remain fa force and effect for the remainder of the cur-
rent one-year period for which the shut-in gas well royalty has been paid and for_an additional period not to exceed five (5) years
from the expiration of the primary term by payment by the Lessce of compensatory royalty nt the royalty rate provided for
herein, of the value at the well of production from the well completed in the same producing reservoir from which gas is being
sold and delivered and which is situated within 1,000 feet of or draining the loased premises on which such shut-in gas well is
gituated, such compensatory royalty to be paid monthly to the Commissioner of the General Land Office beginning an or before
the 20th day of the month next succeeding the month in which such gas is sold and delivered from the well situated within 1,000
fect of or draining the leased premises and completed in the same producing reservoir, provided further that in the event such
compensatory royalties paid in any twelve-month period are in an amount less than the annual shut-in gas well royalties provided
for herein, Lessee shall pay an additional sum of money equal to the difference between such compensatory royalties paid and
such shut-in gas well royalties within thirty (30) days from the end of such twelve-month perlod; provided further that nothing
berein sball relieve the Lesses of the obligation of reasonable dovelopment, nor of the obligation to drill offset wells as rsquired
by law.

N\ o

18. If, st the expiration of the primary term of this lease, production of oil or gas has not been obtained on the leased prem-
is6s but drilling operations are being conducted thercon in good faith and in a good and workmanlike manner, the Lessee may,
on or befora the expiration of the primary term, file in the General Land Office written application to the Commissioner of the
General Land Office for a thirty (30) day extecnsion of this lease; accompaniod by payment of Three Thousand Dollars (33,000.00)
{F this lease covers six hundred forty (840) acres or less and Six Thousand Dollars (§8,000.00) if this lease covers more than six
bundred forty (640) acres and the Commissioner shell, in writing, extend this lease for a thirty (30) day period from and after the
expiration of the primary term and so long thereafter as ofl or gas {s produced in paying quantities; provided further, that Lessee
may, so long as such drilling operations are being conducted, make like application and payment during any thirty (30) day ex-
tended period for an additional extension of thirty (30) days and, upon receipt of such application and payment, the Commissioner
ghall, in writing, again extend this lease so that same shall remain In force for such additional thirty (30) day period and so long
thereafter as oil or gas is produced In paying quantities, provided, however, that this lease shall not be extended for more than
a total of one hundred eighty (180) days from end after the expiration of the primary térm unless production in paying quantities
has been obtained,

19. In the event this fease covers a riverbed, Lessee is hereby specifically granted the right of eminent domain and condem.
nation as provided for in Chapter 40, Acts of the Second Called Session of the 42nd Legislature, and smendments thersto, as
part of the consideration moving to Lessor for the covenants herein made by Lessee.

20. In the event this lease covers land leased under tha provisions of Chapter 488, Acts of the 47th Legislature, 1941, no
swiace location on this area may be closer than six hundred sixty (860) fect from the center of any navigable ship chanzel, and
special permission from the Commissioner of the General Land Office will be necessary to make any surface location between six
hundred sixty (660) fest and two thousand one hundred sixty (2,160) feet from the center of any such navigable ship channel. Also
in such event this lease shall be subject to all rules and regulations promulgated by tha Commissioner of the General Land Office,
pursuant to Article 5368 V.C.S. and mmendments thersto, governing drilling and producing operations {o coastal waters,

21, Upon the termination of this lease, for any cause, the Losses shall not, in any event, be permitted to remove the cas-
Ing or any part of the equipment from any producing, dry, or abanoned well or wells without the written consent of the Com-
missioner of the Ceperal Land Office or his authorized representative; nor shall Lessee, without the written consent of s2id Com-
missioner or his authorized representative, remove from the leased premises the casing or any other equipment, material, mg.
chinery, appliances or property owned by the Lessee and used by the Lessee in the development and production of oil or gas there-
from until all dry or abandoned wells have been plugged and until all slush or refuse pits have been properly filled and all broken
or discarded lumbers, machinery, or debris shall have been removed from the premises to the satisfaction of the said Commis-
sioner or his authorized representative.

22. Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling
operations thereon, or from producing oil and/or gas therefrom, after effort made in good faith, by reason of war, rebellion, riots,
strikes, acts of God, or any order, rule or regulation of governmental authority, then while so prevented, Lessee’s obligation to
comply with such covenant shall be suspended and Lessee shall not be Liable for damages for failure to comply therewith; and this
lease shall be extended while and so long as Lessee is prevented, by any such cause, from drilling, reworking operations or pro-
ducing oil and/or gas from the lease premises, provided, howaver, that nothing berein shall be construed to suspend the payment
of rentals during the primary or extended term,

23. The covenants, conditions and agiecments contained herein shall extend to end bo binding upon the heirs, executors,
admintstrator, successors or assigns of the Lessee herein.

IN TESTIMONY WHEREOF, Witness the signature of the Commissioner of the General Land Office, under the seal there-

of, this 3 day of May

Audlt .&
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CERTIFICATE OF RECORD

THE STATE OF TEXAS

COUNTY OF KLEBERG I,GERodus.ChrkofﬂwanfyCouﬂbcndforncidCounty,dphmbycert‘rfyshmrho
foregaing Instrument of Writing, dated the .jzhzﬁ_ day of 77’7&44_ A D, 19L& togather with its
cortificote.__ of authentication, was filed for record in my office the if__._ day of 92»‘/" {2 A. D,
WiL |, ot _ZL_C.CU_ etk . (e B, wnd dily ecseded oy el /g&«wu:, A D,
19, in records of Klsberg County, in Volume _ﬂi_ on poge 35
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G. E. REDUS
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